Federal Reserve System

250.166 Treatment of mandatory convertible
debt and subordinated notes of state
member banks and bank holding compa-
nies as ‘‘capital”’.

250.180 Reports of changes in control of
management.

250.181 Reports of change in control of bank
management incident to a merger.

250.182 Terms defining competitive effects
of proposed mergers.

250.200 Investment in bank premises by
holding company banks.

250.220 Whether member bank acting as
trustee is prohibited by section 20 of the
Banking Act of 1933 from acquiring ma-
jority of shares of mutual fund.

250.221 Issuance and sale of short-term debt
obligations by bank holding companies.

250.240 Applicability of section 23A of the
Federal Reserve Act to transactions be-
tween a member State bank and its ‘‘op-
erations subsidiary’’.

250.241 Exclusion from section 23A of the
Federal Reserve Act for certain trans-
actions subject to review under the Bank
Merger Act.

250.242 Section 23A of the Federal Reserve
Act—definition of capital stock and sur-
plus.

250.243 Applicability of section 23A of the
Federal Reserve Act to loans and exten-
sions of credit by an insured depository
institution to a nonaffiliate to enable the
nonaffiliate to purchase an asset through
an affiliate of the institution that is act-
ing exclusively in an agency or broker-
age capacity in the transaction.

250.244 Exemption from section 23A of the
Federal Reserve Act for certain loans
and extensions of credit by an insured de-
pository institution to a nonaffiliate to
enable the nonaffiliate to purchase secu-
rities through a registered broker-dealer
affiliate of the institution that is acting
exclusively as riskless principal in the
securities transaction.

250.245 Exemption from section 23A of the
Federal Reserve Act for certain loans
and extensions of credit by an insured de-
pository institution to a nonaffiliate
made pursuant to a preexisting line of
credit.

250.246 Applicability of section 23A of the
Federal Reserve Act to the purchase of a
security by an insured depository insti-
tution from an affiliate.

250.247 Application of sections 23A and 23B
of the Federal Reserve Act to derivative
transactions between insured depository
institutions and their affiliates.

250.248 Application of sections 23A and 23B
of the Federal Reserve Act to intraday
extensions of credit by insured deposi-
tory institutions to their affiliates.

250.250 Applicability of section 23A of the
Federal Reserve Act to a member State
bank’s purchase of, or participation in, a
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loan originated by a mortgage banking
affiliate.

250.260 Miscellaneous interpretations; gold
coin and bullion.

INTERPRETATIONS OF SECTION 32 OF THE
GLASS-STEAGALL ACT

250.400 Service of open-end investment com-
pany.

250.401 Director serving member bank and
closed-end investment company being or-
ganized.

250.402 Service as officer, director, or em-
ployee of licensee corporation under the
Small Business Investment Act of 1958.

250.403 Service of member bank and real es-
tate investment company.

250.404 Serving as director of member bank
and corporation selling own stock.

250.405 No exception granted a special or
limited partner.

250.406 Serving member bank and invest-
ment advisor with mutual fund affili-
ation.

250.407 Interlocking relationship involving
securities affiliate of brokerage firm.
250.408 Short-term negotiable notes of
banks not securities under section 32,

Banking Act of 1933.

250.409 Investment for own account affects
applicability of section 32.

250.410 Interlocking relationships between
bank and its commingled investment ac-
count.

250.411 Interlocking relationships between
member bank and variable annuity in-
surance company.

250.412 Interlocking relationships between
member bank and insurance company-
mutual fund complex.

250.413 ‘‘Bank-eligible’ securities activities.

AUTHORITY: 12 U.S.C. 78, 248(i), 371c(f) and
371c-1(e).

SOURCE: 33 FR 9866, July 10, 1968, unless
otherwise noted.

INTERPRETATIONS

§250.141 Member bank purchase of
stock of “operations subsidiaries.”

(a) The Board of Governors has reex-
amined its position that the so-called
‘“‘stock-purchase prohibition’” of sec-
tion 5136 of the Revised Statutes (12
U.S.C. 24), which is made applicable to
member State banks by the 20th para-
graph of section 9 of the Federal Re-
serve Act (12 U.S.C. 335), forbids the
purchase by a member bank ‘‘for its
own account of any shares of stock of
any corporation” (the statutory lan-
guage), except as specifically permitted
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by provisions of Federal law or as com-
prised within the concept of ‘‘such inci-
dental powers as shall be necessary to
carry on the business of banking’’, re-
ferred to in the first sentence of para-
graph ‘“Seventh” of R.S. 5136.

(b) In 1966 the Board expressed the
view that said incidental powers do not
permit member banks to purchase
stock of ‘‘operations subsidiaries”—
that 1is, organizations designed to
serve, in effect, as separately-incor-
porated departments of the bank, per-
forming, at locations at which the
bank is authorized to engage in busi-
ness, functions that the bank is em-
powered to perform directly. (See 1966
Federal Reserve Bulletin 1151.)

(c) The Board now considers that the
incidental powers clause permits a
bank to organize its operations in the
manner that it believes best facilitates
the performance thereof. One method
of organization is through depart-
ments; another is through separate in-
corporation of particular operations. In
other words, a wholly owned subsidiary
corporation engaged in activities that
the bank itself may perform is simply
a convenient alternative organiza-
tional arrangement.

(d) Reexamination of the apparent
purposes and legislative history of the
stock-purchase prohibition referred to
above has led the Board to conclude
that such prohibition should not be in-
terpreted to preclude a member bank
from adopting such an organizational
arrangement unless its use would be in-
consistent with other Federal law, ei-
ther statutory or judicial.

(e) In view of the relationship be-
tween the operation of certain subsidi-
aries and the branch banking laws, the
Board has also reexamined its rulings
on what constitutes ‘“‘money lent’ for
the purposes of section 5155 of the Re-
vised Statutes (12 U.S.C. 36), which pro-
vides that ‘‘“The termbranch * * * shall
be held to include any branch bank,
branch office, branch agency, addi-
tional office, or any branch place of
business * * * at which deposits are re-
ceived, or checks paid, or money
lent.”1

1In the Board’s judgment, the statutory
enumeration of three specific functions that
establish branch status is not meant to be

12 CFR Ch. Il (1-1-02 Edition)

(f) The Board noted in its 1967 inter-
pretation that offices that are open to
the public and staffed by employees of
the bank who regularly engage in solic-
iting borrowers, negotiating terms, and
processing applications for loans (so-
called loan production offices) con-
stitute branches. (1967 Federal Reserve
Bulletin 1334.) The Board also noted
that later in that year it considered
the question whether a bank holding
company may acquire the stock of a
so-called mortgage company on the basis
that the company would be engaged in
“furnishing services to or performing
services for such bank holding com-
pany or its banking subsidiaries’ (the
so-called servicing exemption of section
4(c)(1)(C) of the Bank Holding Company
Act; 12 U.S.C. 1843). In concluding af-
firmatively, the Board stated that ‘‘the
appropriate test for determining
whether the company may be consid-
ered as within the servicing exemption
is whether the company will perform as
principal any banking activities—such
as receiving deposits, paying checks,
extending credit, conducting a trust
department, and the like. In other
words, if the mortgage company is to
act merely as an adjunct to a bank for
the purpose of facilitating the bank’s
operations, the company may appro-
priately be considered as within the
scope of the servicing exemption.” (1967
Federal Reserve Bulletin 1911; 12 CFR
225.122.)

(g) The Board believes that the pur-
poses of the branch banking laws and
the servicing exemption are related.
Generally, what constitutes a branch
does not constitute a servicing organi-
zation and, vice versa, an office that
only performs servicing functions
should not be considered a branch. (See
1958 Federal Reserve Bulletin 431, last
paragraph; 12 CFR 225.104(e).) When
viewed together, the above-cited inter-
pretations on loan production offices
and mortgage companies represent a

exclusive but to assure that offices at which

any of these functions is performed are re-
garded as branches by the bank regulatory
authorities. In applying the statute the em-
phasis should be to assure that significant
banking functions are made available to the
public only at governmentally authorized of-
fices.
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departure from this principle. In recon-
sidering the laws involved, the Board
has concluded that a test similar to
that adopted with respect to the serv-
icing exemption under the Bank Hold-
ing Company Act is appropriate for use
in determining whether or not what
constitutes money [is] lent at a par-
ticular office, for the purpose of the
Federal branch banking laws.

(h) Accordingly, the Board considers
that the following activities, individ-
ually or collectively, do not constitute
the lending of money within the mean-
ing of section 5155 of the revised stat-
utes: Soliciting loans on behalf of a
bank (or a branch thereof), assembling
credit information, making property
inspections and appraisals, securing
title information, preparing applica-
tions for loans (including making rec-
ommendations with respect to action
thereon), soliciting investors to pur-
chase loans from the bank, seeking to
have such investors contract with the
bank for the servicing of such loans,
and other similar agent-type activities.
When loans are approved and funds dis-
bursed solely at the main office or a
branch of the bank, an office at which
only preliminary and servicing steps
are taken is not a place where money
[is] lent. Because preliminary and serv-
icing steps of the kinds described do
not constitute the performance of sig-
nificant banking functions of the type
that Congress contemplated should be
performed only at governmentally ap-
proved offices, such office is accord-
ingly not a branch.

(i) To summarize the foregoing, the
Board has concluded that, insofar as
Federal law is concerned, a member
bank may purchase for its own account
shares of a corporation to perform, at
locations at which the bank is author-
ized to engage in business, functions
that the bank is empowered to perform
directly. Also, a member bank may es-
tablish and operate, at any location in
the United States, a loan production of-
fice of the type described herein. Such
offices may be established and operated
by the bank either directly, or indi-
rectly through a wholly-owned sub-
sidiary corporation.

(j) This interpretation supersedes
both the Board’s 1966 ruling on oper-
ations subsidiaries and its 1967 ruling on

§250.142
loan production referred to
above.

(12 U.8.C. 24, 36, 321, 335)

[33 FR 11813, Aug. 21, 1968; 43 FR 53414, Nov.
16, 1978]

§250.142 Meaning of “obligor or
maker” in determining limitation
on securities investments by mem-
ber State banks.

(a) From time to time the New York
State Dormitory Authority offers
issues of bonds with respect to each of
which a different educational institu-
tion enters into an agreement to make
rental payments to the Authority suffi-
cient to cover interest and principal
thereon when due. The Board of Gov-
ernors of the Federal Reserve System
has been asked whether a member
State bank may invest up to 10 percent
of its capital and surplus in each such
issue.

(b) Paragraph Seventh of section 5136
of the U.S. Revised Statutes (12 U.S.C.
24) provides that ‘‘In no event shall the
total amount of the investment securi-
ties of any one obligor or maker, held
by [a national bank] for its own ac-
count, exceed at any time 10 per cen-
tum of its capital stock * * * and sur-
plus fund’’. That limitation is made ap-
plicable to member State banks by the
20th paragraph of section 9 of the Fed-
eral Reserve Act (12 U.S.C. 335).

(c) The Board considers that, within
the meaning of these provisions of law,
obligor does not include any person that
acts solely as a conduit for trans-
mission of funds received from another
source, irrespective of a promise by
such person to pay principal or interest
on the obligation. While an obligor
does not cease to be such merely be-
cause a third person has agreed to pay
the obligor amounts sufficient to cover
principal and interest on the obliga-
tions when due, a person that promises
to pay an obligation, but as a practical
matter has no resources with which to
assume payment of the obligation ex-
cept the amounts received from such
third person, is not an obligor within
the meaning of section 5136.

(d) Review of the New York Dor-
mitory Authority Act (N.Y. Public Au-
thorities Law sections 1675-1690), the
Authority’s interpretation thereof, and
materials with respect to the

offices,
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